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TAX FORUM
DOROTHEA WATSON, C.P.A.

The Revenue Act of 1962 added two sec
tions which can have an effect on the charitable
contributions deduction. One is a relief mea
sure and the other acts to limit the amount of
the allowable deduction. The Revenue Act
of 1962 also considerably broadened the in
formation reporting requirements for years
after 1962.
Charitable Contributions and
Long-Term Income
A taxpayer who receives long-term income
in one taxable year for services performed
over a period of thirty-six months or more is
permitted to spread back this long-term in
come for the purposes of computing his federal
income tax for the taxable year. This provision
also applies to certain specified income as well
as to other forms of long-term income. How
ever, the Commissioner in Internal Revenue
Mim. 43 (1952-2 CR112) and the Courts
have held that income for each of the years
involved in the computation of tax must be
adjusted for the purposes of the charitable
contributions deduction. Often the taxpayer
makes a large charitable contribution in the
year that he receives the long-term income
and he has been losing his full deduction
whenever he has elected the spread-back
provision.
Section 1307(e) provides relief in such a
situation. It is an elective provision and is
available to taxpayers for years beginning
after 1961. Actually, this section permits a
reduction of the amount of long-term income
to be spread to the years involved in the tax
computation rather than permitting the “lost”
portion of the contributions to be deducted
as a charitable contribution. The reduction in
long-term income to be spread is a fraction
of the allowable charitable deduction computed
on the adjusted gross income of the taxable
year including all of the long-term income.
The fraction used is the long-term income
over the adjusted gross income including all
of the long-term income. This can best be
illustrated by an example:
A, an accountant, receives $30,000 in 1963
for services performed over the period 1960
through 1963 which is subject to the spreadback rules. His adjusted gross income for
1963, without this long-term income, is
$25,000. A’s total adjusted gross income for
1963, including the long-term income, is
$55,000. A makes charitable contributions

of $11,000 (20% of the total adjusted
gross income for 1963). The $30,000 in
long-term income will be reduced by $6,000
(30,000/55,000 of $11,000) under this elec
tive provision. The remainder, $24,000, will
be spread ratably, $6,000 a year, to each of
the years 1960, 1961, 1962, and 1963, for
the purpose of computing the 1963 tax
liability. A’s adjusted gross income in 1963
under this provision will be $31,000, the
$25,000 of adjusted gross income without
the long-term income plus the $6,000 of
long-term income to be spread to 1963.
However, A’s charitable contribution de
duction for 1963 will be computed on an
adjusted gross income of only $25,000.
Contributions of Certain Depreciable Property
Taxpayers have long enjoyed the benefit
derived from making contributions of property
with a fair market value in excess of their
basis in the property. This benefit has come
from being able to deduct the fair market
value of the property as the amount of the
contribution without having to recognize any
income for the difference in basis and fair
market value. An amendment to Section 170
tends to limit the amount allowable as a
charitable contribution when the gift is made
in Section 1245 property.
Section 1245 property includes tangible and
intangible personal property, except livestock,
which is or has been subject to depreciation
allowed or allowable for periods after 1961,
and other tangible property, except buildings
or their structural components, which has been
used as an integral part of manufacturing,
production and extraction or other specified
uses and which has an adjusted basis which
results from depreciation or Section 168 amor
tization allowed or allowable for periods after
1961.
The gain from the sale or other disposition
of Section 1245 property is treated as ordinary
income to the extent of the depreciation of
amortization sustained after 1961.
This section introduces a new basis called
“recomputed basis.” The recomputed basis is
the adjusted basis recomputed by adding back
all adjustments attributable to periods after
December 31, 1961, reflected in the adjusted
basis on account of deductions allowed or
allowable for depreciation or for amortization
under Section 168. Where the basis for de

preciation or amortization is a substituted
basis, the adjustment to adjusted basis includes
the applicable depreciation or amortization on
such other property allowed or allowable to the
taxpayer or to any other person. The amount
to be treated as ordinary income is the amount
by which the lower of the recomputed basis,
or the amount realized in the case of a sale,
exchange or involuntary conversion, or the
fair market value of such property in the case
of any other disposition exceeds the adjusted
basis of the property.
Section 1245 is effective for taxable years
beginning after December 31, 1962. There
are, of course, certain exceptions and limita
tions to this general rule. These exceptions
and limitations will not be discussed in this
article since we are discussing only the effect
on charitable contributions.
Section 170(e) adds a special rule for
charitable contributions of Section 1245 prop
erty. It provides “The amount of any charitable
contribution taken into account under this
section shall be reduced by the amount which
would have been treated as a gain to which
Section 1245(a) applies if the property con
tributed had been sold at its fair market
value (determined at the time of the con
tribution) .”
Information Returns

Information returns are not new, but the
requirements for 1963 information returns are
much broader than in the past. This is brought
home forcibly when the 1962 Forms 1096 and
1099 are compared with the 1963 Forms
1087, 1096 and 1099. The new requirements
are the result of amendments to Sections 6042
and 6044 concerning dividend reporting and
the addition of Section 6049 concerning in
terest reporting.

Form 1099 requires the reporting of pay
ments for the calendar year 1963 in seven
categories:
1.
Dividends ($10 or more)
2.
Interest ($10 or more)
3. Patronage dividends and certain other
distributions by cooperatives ($10 or
more)
4. Salaries, fees, commissions, prizes, a
wards or other compensation. Do not
include amount reported in Form W-2.
5.
Rents and royalties
6. Annuities, pensions, and other fixed or
determinable amounts ($600 or more
aggregate amount of items 5 and 6)
7.
Foreign items ($600 or more)
Form 1087 is the “Nominee’s Information
Return” and must be filed by every person

who during a calendar year after 1962 receives
payments of dividends or interest as a nominee
on behalf of another person aggregating $10 or
more. A separate Form 1087 shall be filed for
each such person. The form calls for the name,
address and identifying number of the record
owner and of the actual owner and for the
amount of such dividends and the amount of
such interest.
Form 1096, the summary report of Forms
1099, 1099L and 1087, requires the number
of Forms 1099 attached and the separate total
amount reported for each of the seven cate
gories covered by Form 1099, the number of
Forms 1087 attached and the separate total
amount of dividends and of interest reported,
and the number of Forms 1099L attached.
These 1963 information return forms deserve
study now to make certain all the required
information will be available when it is neces
sary to prepare the forms.
The High Cost of Single Blessedness
(Continued from page 6)

$60,000 to his wife and $40,000 to other
beneficiaries, there may never be any tax on
his estate.
In order to compare the immediate erosion
of the estate, let us assume that the married
taxpayer leaves all or at least one-half of his
estate to his wife. The following tax com
putations are before credit for death taxes paid
to the state.
Total
taxable
estate
before
exemption
$ 100,000
250,000
500,000
1,000,000

Federal
estate
tax for
married
taxpayer
-0$ 10,900
47,700
126,500

Federal
estate
tax for
single
taxpayer
$

4,800
47,700
126,500
303,500

Difference

$

4,800
36,800
78,800
177,000

The greatest advantage of living in a free
society is that you have the right to make a
choice. You may prefer “single blessedness”
but can you afford it?
* * * *
“When employers come to accept a moral
responsibility for their employees, the help
that they give will not be any temporary
expedient to tide this business over this period
when employees are hard to get, but will be
a permanent feature of their personnel poli
cies.” Susan B. Sudderth, “The Newest One,”
THE WOMAN CPA, December 1952.

